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The Common Sense Merger 


The proposed merger of Eastern Airlines and National Airlines is 
one that offers a wide range of benefits to the general public, the 
airline industry‘and the two companies. Approval of the merger will 
result in the following: 


@ Improved Service to the Public 
@ No Lessening of Competition 
e A Practical, Economic Fit 


® Benefits to Employees and Shareholders 

















Improved Service to the Public 


e A stronger, more efficient and competitive company will obviously 
be in a better position to provide its customers — the traveling 
public — with the high quality, low-cost service they desire. 


e Creation of such a company will foster development of the more 
competitive air transportation system that Congress and the CAB 
have advocated within the United States so as to provide the 
traveling public with “‘a variety of adequate, economic, efficient, and 
low-price services.”’ 


Eastern’s unique unlimited mileage fare which now permits low cost 
multiple destination travel throughout Eastern’s system — which 
blankets virtually the northern half of the Western Hemisphere — 
will be extended to Europe. For $666 off season and $777 on season 
passengers from either side of the Atlantic will be able to buy three 
weeks of unlimited travel to as many of the merged carriers’ 103 
destinations as they desire. 


International competition would also be enhanced — again by 
providing increased quantity and quality of service — since the new 
company would represent a stronger and more aggressive 
competitor in the trans-Atlantic and Latin American markets. 


The more efficient use and deployment of equipment resulting from 
the merger will help to combat inflation and to cut energy waste 
through more judicious use of fuel supplies. 








No Lessening of Competition 


e Although Eastern and National at one time competed heavily on 
Northeast-Florida routes, National in recent years has chosen to 
withdraw from all these routes except New York and Washington to 
concentrate on its trans-Atlantic and Sunbelt routes. For example, 
prior to the merger proposal, National applied to the Civil 
Aeronautics Board for authority to suspend all service at Baltimore, 
Boston, Philadelphia and Providence. In the remaining markets now 
served by both Eastern and National, other carriers are authorized to 
provide service In most instances. 


e Moreover, other airlines can be expected to move in quickly to 
provide additional competition. As a result of the Airline 
Deregulation Act of 1978, which became effective October 24, 1978, 
new competition was added to 124 Eastern or National routes prior 
to year end 1978. New entry will be encouraged by the government 
and any number of airlines have the capability and have expressed 
interest In doing so. 


e The new company will not be excessive in size — it will be 15% 
smaller than United. On an industry basis, Eastern accounted for 
10.7% and National for only 3.2% of revenue passenger miles in 
1977. Moreover, the market shares of the major airlines have 
declined over the years and — given the fact that 10 new carriers 
have been certificated by the Civil Aeronautics Board in the last six 
months alone — that trend can be expected to continue. 











A Practical, Economic Fit 


e While both Eastern and National are considered “‘healthy”’ air 
carriers neither company has historically been able to achieve its full 
competitive potential. The combined operation, however, will 
represent a stronger, more competitive entity with greater growth 
potential in terms of generating adequate profits, attracting capital, 
providing employment opportunities and improving and expanding 
its service. 


e The route systems of the two carriers are complementary, crossing 
at 22 common stations, so that they can be easily integrated. 
National's operations at these stations are primarily east-west, while 
Eastern’s are north-south, so that the two airlines are generally non- 
competitive. 


Remarkable increases in efficiency will be made possible by 
combining the operations of the two carriers. 


Eastern can make more efficient use of additional aircraft, National 
on the other hand has excess capacity on some of its routes. 
Eastern’s load factor on routes not served by National is over 60%; 
National's load factor on routes not served by Eastern is only 52%. 
A redeployment of the equipment will eliminate this problem and 
lead to a more efficient use of the available planes. Integration of 
schedules on the New York/Washington-Florida route where Eastern 
and National now compete, for example, will release approximately 
17 aircraft for route expansion and improved service on other routes. 


Benefits to Employees and Shareholders 


® Eastern has already indicated It will accept standard labor 
protective provisions. In addition, the stronger the company the 
greater Its ability to provide long-term employment, security and 
advancement possibilities to its personnel. 


@ Shareholders of Eastern can expect to realize a greater return on 
their investment if the company is stronger and has achieved 
greater growth potential and earning capability. 


In summary, the merger is one that makes good practical and 
economic sense and, primarily for that reason, is in the best interest of 
the public. For it is the average air traveler and the community in which 
he or she lives that stand to benefit most through the improved, 
economical service that such a merger will provide directly by creation 
of a more viable competitor and indirectly by virtue of the increased 
competition fostered within the industry both on a domestic and 
international basis. 











Beneficial Effect of the Merger 
on International Competition 


The proposed merger would not reduce the number of competitors 
In the international market. Instead, the combined company would be 
an even more effective and aggressive competitor. 


Current International Situation 


Although the CAB and Congress have expressed a desire that the 
same competitive atmosphere being achieved domestically also be 
developed internationally, serious barriers exist. In fact, it is no 
exaggeration to say that the regime of governmentally constrained 
competition still exists in the international air markets with no 
immediate indication of great changes taking place. 

The CAB has no power to unilaterally enforce a widespread free 
entry policy on international routes, especially in the trans-Atlantic 
theater, because of the limitations imposed by international 
agreements such as the extremely restrictive Bermuda || Agreement. 

Moreover, there are major economic barriers to entry in the trans- 
Atlantic market. Great Britain accounts for half the U.S. trans-Atlantic 
traffic and without access to this market, few carriers can justify 
purchase of trans-Atlantic aircraft costing $30 to $50 million each. 


Importance of Retaining Existing 
U.S. International Competitors 


In recent years, National has become a most aggressive competitor 
in the trans-Atlantic market. As a result, it now ranks as the third 
most important United States air carrier across the Atlantic. In 
addition, it has recently embarked on an ambitious campaign which is 
proving successful to expand its trans-Atlantic services and is clearly 
the major new challenger to those airlines having entrenched positions 
in the U.S.-Europe market. 

Permitting the elimination of such a competitor from an already 
restricted market — which, of course, would be the result of approval 
of the Pan American-National merger proposal — would represent a 


serious step back for the CAB in its efforts to introduce greater 
competition in the international area. Similarly, it raises the possibility 


of seriously restricting the development of additional gateways to 
Europe such as Miami/Fort Lauderdale, Tampa, and New Orleans. 











Given the existing barriers to easy entry into this market by other 
airlines, the elimination of National would create a significant void. 
Eastern, for example, unless it can join forces with National, can 
expect no meaningful opportunity to participate in bringing genuine 
competition in fares and service to the trans-Atlantic market. 


Creating a more viable international competitor. 


Conversely, the merging of Eastern and National and the meshing of 
their capabilities would extend the benefits of real competition to the 
international areas. 

The combined carrier would be in a position to implement an 
increasingly aggressive program for the expansion of U.S. - Europe 
and U.S. - Latin America service. 

The merger would also promote maximum development of 
Miami / Fort Lauderdale, Tampa, New Orleans, and Houston as 
gateways to Europe and Latin America and extension of Eastern’s low 
fare leadership, including its unique unlimited mileage concept to these 
areas. 





Reasons for the Merger Proposal 


The decision by Eastern Airlines to propose a merger of its 
operations with those of National Airlines was based on three factors: 


|. The opportunity to create a more viable competitor 

The merger of the two airlines makes good business and 
economic sense. The combined company will be stronger and more 
efficient. Because of the operating efficiencies that will be achieved, it 
will be in a position to provide more economical and better quality 
service to a large number of communities throughout the United 
States and the air traveling public within those communities. The 
complementary nature of the two airlines operations offers the 
possibility of significant cost savings while providing this improved 
service. The merger will also insure the continued existence of the 
third largest competitor on the trans-Atlantic market and, In fact, 
strengthen its competitive position. The creation of a more viable 
company would also hold obvious benefits for its employees and 
Stockholders. 


2. The dramatic change in the industry’s 


competitive environment 

The passage of the Airline Deregulation Act of 1978 created an 
entirely new ballgame for the U.S. airline industry. Almost 
instantaneously, the industry passed from an era of intense regulation 
to one of deregulation. 

The CAB has wasted no time In implementing its new pro- 
competitive approach as demonstrated through its wholesale granting 
of application for dormant authority, the uninhibited use of its new 


exemption powers, and its adoption of a policy of multiple competition 


in new route cases. This has been accompanied by extreme 
aggressiveness of the nation’s air carriers in capitalizing on new 
competitive opportunities. Braniff Airways, for example, in a single 
day inaugurated service to 16 new points throughout the country 
expanding its domestic service from 38 to 94 airports. 

The effect of this massive expansion of competitive operations 
which has witnessed a total of more than 300 new routes opened to 








various air carriers cannot be underestimated. In 124 markets served 
by Eastern and/or National, new competitors have been authorized 
Since passage of the Deregulation Act. 

Given the new circumstances that now exist within the industry, 
Eastern could reasonably propose a merger with National which It 
could not have during the past era of intense regulation. Its ability to 
do so is based on the fact that such a combination would not lead to 
a lessening of competition. 

Entry into a new market by an airline — once authority to do so 
was granted — has always been easy, and rapid in terms of capturing 
a substantial market share. In a very short period of time after entering 
a new market, carriers historically have been able to amass a 
substantial share of the market. Legal rather than economic barriers 
prevented greater competition in air transportation markets prior to 
passage of the Deregulation Act. 

Although the direct competitive relationship between Eastern and 
National on the Northeast-Florida routes has become increasingly less 
Significant in recent years, there are still Several markets In which the 
two carriers compete directly and each hold more than 10% market 
Share. Yet, there is little danger of a monopolistic opportunity 
presenting itself as a result of the merger since aggressive competition 
has already been introduced on many of these routes and under the 
new law the CAB has the authority and has demonstrated Its 
inclination to open these markets to additional applicants who have 
already expressed such interest. 


3. Receptiveness of National Airlines. 

In testimony on December 6, 1978, before the Civil Aeronautics 
Board, National's President stated that his company would be 
amenable to a higher offer than it had received trom Pan American 
World Airways. This was the first indication that National had made 
that it would entertain competing offers. Already aware of the 
potential benefits of a union with National, Eastern executives quickly 
moved ahead with their proposal to acquire National which is now 
pending before CAB. 
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Eastern/National Common Cities 







La Guardia 


\New York/ 
Newark 
\\ Kennedy 









Newark 
San Francisco 
Los Angeles | 
Charleston 
ySavannah 
yJacksonville 
Mobile®. Pensacola Aavion 
New Orleans se etytone 
Houston S85 McCoy (Orlando) 
Tampa®@ Melbourne 
oe Sarasota®, W. Palm Beach 
Ft. Myers Ft. Lauderdale 
| Miami 


Eastern-National 
Aircraft Fleets 1978 


Eastern National 
Type Number Type Number 
DC 9 84 DC 10-30 4 
B 727-100 70 DC 10-10 11 
B 727-200 55 B 727-100 16 
L 1011 32 B 727-200 24 
A 300 7 


Total. . .248 Total. ..55 





Percentage Participation in 


NORTHEAST-FLORIDA MARKETS 





1971-1977 
Miami-Boston Miami-New York/Newark 
50 
56 
38 30 
10 12 
1971 1977 1971 1977 
Miami-Philadelphia Miami- Baltimore 
HH 





1971 1977 1971 1977 
| Miami-Washington 











1971 1977 


EASTERN NATIONAL [iad DELTA 


Source: CAB O & D Surveys, Table 10. 





Percentage Participation in 


NORTHEAST-FLORIDA MARKETS 





1971-1977 
Ft. Lauderdale-Boston Ft. Lauderdale-New York/Newark 
16 
23 38 36 
14 
76 47 
40 
1971 1977 | 1971 1977 
Ft. Lauderdale-Philadelphia Ft. Lauderdale-Baltimore 
36 
52 
1 | 
63 
47 
1971 1977 1971 1977 


Ft. Lauderdale-Washington 


30 
52 
60 
38 
9 9 


1971 1977 


EASTERN | NATIONAL [ia DELTA 


Source: CAB O & D Surveys, Table 10. 





Percentage Participation in 


NORTHEAST-FLORIDA MARKETS 








1971-1977 
Tampa-Boston Tampa-New York/Newark 
1971 1977 1971 1977 
Tampa-Philadelphia Tampa-Baltimore 
20 41 
2 31 
28 
17 
1971 1977 1971 Wit 


Tampa-Washington 





1971 1977 


EASTERN[y NATIONAL [iy DELTA 


Source: CAB O & D Surveys, Table 10. 





Percentage Participation in 


NORTHEAST-FLORIDA MARKETS 








1971-1977 
Jacksonville-Boston Jacksonville-New York/Newark 
45 54 : 
46 
36 
8 12 
1971 1977 1971 1977 
Jacksonville-Philadelphia Jacksonville-Baltimore | 
ae 43 
51 15 
52 on 42 
19 
1971 1977 1971 1977 


Jacksonville-Washington 





1971 19/7 


EASTERN| NATIONAL [il DELTA 


Source: CAB O & D Surveys, Table 10. 





